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~*(b) The Commission shall not grant or authorize any

construction permit, station license, or certificate, for the

.construction, acquisition, or operation of any communica-

tion or transmission line or facility, or extension thereof, or

any modification or renewal thereof, that otherwise might

. be granted or authorized pursuant to any provision'of this

Act, to any specialized carrier that furnishes or proposes
to furnish interstate communication service unless the Com-
mission shall find, after full opportunity for evidentiary hear-
ing on the record, that such permit, license, or certificate,
will not result in increased charges for telephone exchange
service or in wasteful or unnecessary duplication of com-
muni'cation lines, facilities, equipment and iﬁstrumentalities

of any telephone or telegraph common carrier, and will not

 Significantly impair the technical integrity. and. capacity. for. .

unified and coordinated planning, management, design, and
operation of the nationwide telephone network. In finding
that such grant or authorization will not result in wasteful
or unnecessary duplication, the Commission shall deter-
mine, among other things, that the proposed service or serv-
ices of the specialized carrier, which are the subject of the
requested grant or authorization, (i) are not like or similar

to any service or services provided by a telephone or tele-
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graph common carrier and (i) cannot be provided by avail-

able communications lines, facilities, equipment, or instru-

“mentalities of a telephone or telegraph common carrier. At

any hearing involving a matter under this subsection, the
burden of proof to support the requisite findings by the
Commission shall be on the applicant for such permit, license,

or certificate.”.
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To reaflirm the intent of Congress with rgspect & pa e o o
to the structure of the commaon carrier tele- V8

communications industry rendering services
in interstate and foreign commerce ; to'grant
additional authority to the Federal~Com-
munications Commission to authorize: mer-
gers of carriers when deemed to be in the
public interest; to reaffivm the authority of
the States to regulate terminal and station
equipment used for telephone exchange
service; to require the Federal Comminica-
tions Commission to make certain findings in
connection with Commission actions atthor-
izing specialized carriers; and for othér pur-

poses.
By Mr. RoxcaLio ¥
Tz
MazcH 4, 1976 S
Referred to the Committee on Interstate and Eoreign
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EYES ONLY

MINUTES OF THE
ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEETING

June 29, 1976

ATTENDEES: Messrs. Seidman, Greenspan, Lynn, Richardson,

Dixon, Cannon, MacAvoy, Gorog, Katz, Malkiel,
Darman, Porter, Penner, Jones, Goldstein,
Segall, Duval

Tax Reform Legislation

The Executive Committee reviewed a memorandum, prepared
by the Treasury, on tax reform legislation and the 45-
day extension of withholding rates which the Congress
is anticipated to transmit to the President tomorrow.
The discussion focused on whether the extension would
terminate on August 15, 1976 or September 1, 1976, the
current prospects of tax reform legislation during this
session of Congress, the proliferation of amendments to
the tax reform bill, what the Administration position
should be on provisions for Employee Stock Ownership
Plans (ESOPS) in the absence of provisions for Broadened
Stock Ownership Plans (BSOPS), and whether a statement
should be issued regarding congressional action on tax
reform legislation. The Committee also discussed
briefly a proposed draft statement.

Decision

The Executive Committee requested Treasury to prepare a
proposed position on provisions in the tax bill relating
to ESOPS in the absence of provisions providing for
BSOPS for review by the Executive Committee and consid-
eration by the President.

Executive Committee members were requested to provide
their comments on tax legislation to Mr. Gorog no later
than noon today.

Report on International Puerto Rican Summit

Mr. Greenspan reported on the recently concluded Inter-
national Summit Conference in Puerto Rico, noting that
the participants were pleased at how well the meetings .- -~
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went and that the level of discussion was very much like
a seminar with regard to discussion of differences on

tactics and strategy in dealing with the problems con-
fronting the industrialized nations.

EYES ONLY
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BECOYIOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEETING

AGENDA

8:30 a.m.
Roosevelt RPoom

Wednesday, June 30, 1976

PRINCIPALS ONLY

1. Economic Analysis of the Public Works Bill

2. Report on H.R. 12323

3. Outlook for the CPI

OMB

Seidman

MacAvoy



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

June 29, 1976

MEMORANDUM FOR: EXECUTIVE COMMITTEE OF THE ECONOMIC POLICY

BOARD
R O.R
FROM: DANIEL P. KEARNEY/BURTON MALKIEL
SUBJECT: Public Works Jobs Bill, S. 3201

This memorandum describes and comments on provisions of

S. 3201, now awaiting the President's action. Attached is
a recent CEA paper on "Policies to Increase Employment."
STATUS

The last day for Presidential action is July 7.

The conference report on the enrolled bill was passed by the
Senate 69 to 25 and by the House, 328 to 83.

SUMMARY OF BILL (Relation to vetoed H.R. 5247)

The previous public works jobs bill, H.R. 5247, was enrolled
on January 29 and vetoed by the President on February 13, 1976.
The House voted 319 to 98 to override the President's veto.

The veto was sustained in the Senate by three votes, 63 to 35.
H.R. 5247 would have authorized $6.2 billion for essentially
the same purposes as the current bill, S. 3201. S. 3201, like
H.R. 5247, would authorize appropriations through September

30, 1977.

Title I authorizes $2 billion for accelerated public works.
It is identical to the public works title of the vetoed bill
except that it authorizes $.5 billion less than did H.R. 5247,

Title II authorizes and directs the Secretary of the Treasury
to make revenue sharing payments to State and local governments.
This Title is similar to the anti-recessionary title of the
vetoed H.R. 5247. H.R. 5247 included a complex distribution
formula based on State and local tax revenues and the degree
to which unemployment rates exceeded a specified base period.
The formula in the current bill has been changed and it is
now based on the general revenue sharing distribution and

the degree to which unemployment rates exceed 4.5%. These
changes result in a more even distribution of funds. The
authorization has been reduced from $1.5 billion to $1.25
billion, for five quarters.



Title III authorizes an additional $700 million for EPA
wastewater treatment grants. A similar provision in
H.R. 5247 would have authorized $1.4 billion.

Several other provisions which were included in H.R. 5247

are not included in this bill: authorizations for the EDA
Job Opportunities program, an EDA interest subsidy program,
an EDA Urban Economic Development program and other mis-
cellaneous amendments to the EDA statute. With the exception
of the authorization for the Job Opportunities program, these
provisions have been included in the EDA extension bill,

H.R. 9398.

ANALYSIS OF THE THREE TITLES

Title I

Description

. Secretary of Commerce is authorized to make grants
to any State or local government for construction,
renovation or repair of local public works. The
Federal share shall be 100% of the cost.

. May also make grants to cover the State or local
share of the cost of any other Federally assisted
project; such grants shall make the Federal share
100%.

. At least 70% of the funds are to go to areas having
unemployment rates in excess of the national unemploy-
ment rate, but not less than one-half of 1% or more
than 12.5% shall go to any one State. Priority shall
be given to projects of local governments.

. The Secretary must make a final determination on each
application for assistance within 60 days of receipt,
or the request is automatically approved.

. The authorization of $2.0 billion is for the period
ending September 30, 1977.

Comments

The primary arguments against this Title are:

. Outlays from the program would increase the 1977
deficit by an estimated $400 million. Estimated

outlays in 1978 and 1979 are $800 million and
$600 million respectively.
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Sponsors estimate that this Title would result in
200,000 new jobs. A more realistic estimate would
be 120,000 jobs over a four or five year period.
Thus, the probable per job cost would be over
$16,000 for this Title alone.

The peak job impact would not occur until late in
fiscal year 1977 or early 1978.

The requirement for a 100% Federal share reduces or
removes State and local government incentives to
conduct a careful project review or to consider the
priority of a proposed project against other local
priorities. The 60 day limit on Federal review also
would minimize the Federal ability to screen proposals.

Title II

Des

cription

Provides countercyclical aid to State and local govern-
ments when the national rate of unemployment exceeds

6% during any quarter for the 5-quarter period be-
ginning January 1976.

Authorizes appropriation of $125 million for each of
the five quarters in which unemployment reaches the

6% level--plus $62.5 million per quarter for each
half percentage point by which unemployment exceeds
6%. For example, if the national rate of unemployment
remained at 7% for a full year, an appropriation of

$1 billion would be authorized for that year.

One-third of the funds reserved for States and two-
thirds for local governments. Distribution to a
jurisdiction based on the relative excess of unemploy-
ment (over 4 1/2%), multiplied by the Revenue Sharing
amount received by that jurisdiction. Distribution

to a particular jurisdiction terminates when the rate
of unemployment falls below 4 1/2%.

Use of grants restricted to maintenance of basic
services. Applications, reports, and assurances
of nondiscrimination, conformance with Davis-Bacon
and economization required.



Comments

The Administration has consistently opposed this type
of aid. That opposition has been based on a preference
for taking specific Federal actions directed toward
achieving economic recovery and mitigating the effects
of unemployment (including extension of unemployment
compensation and tax reductions). Other reasons for
the opposition are:

. The estimated outlays under this Title would be
$250 million in the transition quarter and $1
billion during 1977.

. Due to the lag in unemployment statistics, their
use in the formula could extend economic stimulation
well into full recovery and thus generate new in-
flationary pressures.

. Sponsors have estimated that this Title would result
in establishing 97,000 jobs. Studies of Revenue
Sharing indicate that less than 20% of such funds
are used to create new jobs. Thus, substantially
fewer jobs than estimated would be created.

. Countercyclical aid would not encourage State and
local fiscal responsibility. Rather, it would make
unnecessary the accumulation of budgetary reserves
in good years to carry through bad years.

. If unemployment were to remain above 6% at the end
of 1977, there would be substantial pressure to
continue such a program, further compounding problems
of uncontrollable budget items.
Title III

Description

. Authorizes an additional $700 million for EPA's waste-
water treatment grants. The purpose of the increase
is to provide "hold harmless” funding to allow a
change in the formula for distributing funds under
this program.

Comments
. Sponsors estimate that this provision would create

28 to 56 thousand new jobs. A more reasonable
estimate would be 15 to 30 thousand.



SUMMARY
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The job impact of this Title would be more than
two years away due to the long lead time required
in constructing these facilities.

The real effect of this Title is simply to add
authorization for wastewater treatment grants, rather
than create jobs.

In summary the primary arguments against the bill are:

Realistically the number of new jobs created would
be less than 160,000--rather than the sponsors'’
claims of over 325,000.

Based on this more realistic estimate of new jobs, the
cost for each new job created would exceed $25,000
(for all three titles).

The major job creation impact would not be until
1978 and would have an inflationary effect.

If appropriations equaled authorizations, outlays
for 1977 would be increased by about $1.5 billion.
If the countercyclical revenue sharing were extended
into 1978 and 1979, outlays would be increased
approximately $2 billion in each year.



COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

ALAN GREENSPAN, Cratrman
PAUL W MacAVOY
BURTON G. MALKIEL

June 29, 1976

MEMORANDUM FOR: EXECUTIVE COMMITTEE - ECONOMIC POLICY BOARD
FROM: Paul W. MacAvoy JFMV

SUBJECT: The June-~December Outlook for the CPI

The May increase of 0.6 percent in the CPI has caused
some concern. as to renewed price inflation at the retail
level. This memorandum examines the CPI outlook for the
remainder of the Calendar Year. The view taken here is
that changes in supply or demand conditions in certain
basic markets over the past several months will largely
determine the changes in the CPI for the rest of the year.
Our assessment of the most recent information is that the
basic picture has not changed. The CPI should be expeacted
to rise by about 3.9 percent through yearend - an annual
rate of 6.8 percent from the end of May through December,
compared with the 4.2 percent annual rate during the first
five months of this year.

1. The June to December CPI Forecast

CPI month-to-month forecasts are made based on CEA

staff projections of food and energy wholesale prices and

of wage settlements, as well as on linear extrapolations

of past industrial price changes. The forecasting procedure

begins with assumptions as to wholesale prices for energy

and food in future months. Applying estimated markups and

.weights to these assumptions generate CPI forecasts. Energy

price forecasts are based on the assumption that the maximum

increases allowed under oil and gas price controls will occur.

Food price forecasts are based on futures prices as quoted

in organized markets. Industrial price forecasts are based

in good part on markups of forecast laboxr costs which, in

turn, are based on analyses and judgments as to future wage
epU"@N settlements. The WPI projections not based on futures prices,
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energy or wage assumptions are linear extrapolations of past
price changes.

The procedures are tentative, highly judgmental and
probably subject to fairly high degrees of error. Nonetheless,
they are based upon a systematic effort to draw out the impli-
cations of recent detailed price forecasts and cost changes
for the pattern of overall price changes over the next six
months or so. As new data are received the forecast index
levels are revised. The forecast CPI increase for May
using this procedure was 0.65 percent, and the forecast
for June is 0.47 percent.

The projection of the passenger cars and iron and
steel components of the WPI take into account special
factors particular to these industries. Passenger car
prices are assumed to rise at a 2 percent annual rate
through August, then at monthly rates of 1-1/2, 2, and
1/2 percent in September through November, respectively,
to reflect the phasing in of new model year cars. The
iron and steel component reflects the steel price increases
in June and July, and is assumed to rise at a 5 percent
annual rate thereafter. Lastly, the CPI gservices index
is forecast based on linear extrapolations of past price
changes in the component indexes and reflects forecast
wage settlements in the latter part of the year.

The forecast pattern of change in the CPI through

Decenber is as follows:

Consumer Price Index Percentage Change - 1976
(Seasonally adjusted)

June July Aug. Sept., Oct. Nov. Dec.
All Items 0.47 0.35 0.59 0.47 0.68 0.76 0.49
Food 0.64 -0.59 0.55 0.23 1.03 1.33 0.23

Nondurables
less food 0.13 0.79 0.87 0.55 0.57 0.52 0.44

Durables 0.36 0.32 0.28 (.42 0.46 0.37 0.37

Services 0.61 0.66 0.60 0.59 0.62 0.70 0.74
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Between the beginning of June and the end of December,
the CPI is expected to rise by 3.9 percent, an annual rate
of increase of 6.8 percent. This will mean a 5.7 percent
increase in the CPI from last December to yearend 1976.

2. Risks in the Forecast

Food Prices. The grain futures prices, upon which the
food price forecasts are based, have been subject to con-
siderable gyrations in the past couple of months. Crops
and growing conditions have progressed quite satisfactorilv,
yet the grain markets have not yet given full credence to
the likelihood of a very large U.S. grain harvest and a
considerable recovery in the USSR harvest as well.

On the supply side, the main risk of price increases is
weather-induced shortfalls in one or more crops. On the
demand side, the level of upcoming export sales is uncertain.
Foreign demand will depend on crops abroad in both importing
and exporting countries. A rough estimate is that any
combination of U.S. grain crop shortfall or increased export
demand that amounts to 1 million metric tons will increase
the food at home CPI by 0.08 pexcent. Thus, a 10 million
ton U.S. feed grain shortfall coupled with an unanticipated
5 million ton increase in grain exports would increase the
food at home CPI by about 1 to 1-1/2 percent. The principal
uncertainty concerns feed grain prices. If marketing of
cattle slows up more than currently expected this summer,
an even which could result from lower feed prices causing
farmers to retain more cattle for feeding, beef prices
could rise more than anticipated. An increase in demand
for beef, which so far in the recovery has lagged somewhat,
could have the same effect.

Energy Prices. Stabilization in fuel prices has
persisted through the first half of 1976. There is now
reason to believe that this stability may last through
the end of the year. Seasonal price increases for gasoline
and changes in pricing differentials in world oil markets
may complicate the picture somewhat, but the situation looks
less worrisome today than three months ago.

The price of domestically produced crude oil is now
expected to remain relatively steady through the end of
the year due to problems encountered in the initial
determination of prices under EPCA. 7To offset the errors
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of the first months, lower prices than otherwise would have
prevailed will be required through the end of the year.
Decontrol of petroleum product prices is also expected to
have little or no effect on consumer prices. The present
surplus of refining capacity for production of distillate
and residual fuel oils provides a substantial guarantee
that refiner margins will not ‘become excessive after
decontrol.

The inflationary risks that might have resulted from
adverse actions by OPEC nations have also been reduced,
but not removed. Contrary to widely circulated stories,
OPEC did not freeze the prices of all oil at Bali. Instead,
the OPEC natjons gave approval to a pricing system where
crude values are determined by product prices in principal

export markets. As a result, differences between heavy
Arabian oils and lighter low sulphur West African oils
will increase. This will increase U.S. prices because our

imports have shifted towards the West African crudes and
away from heavy Persian Gulf crudes,

The new issue in the energy price area is gasoline
prices. Gasoline prices have experienced very substantial
seasonal swings during 1974 and 1975, which are only
partially offset by BLS seasonal adjustments. In 1974
they increased by 4.6¢ per gallon from April to their August
peak while in 1975 they increased by 5.4¢ per gallon.
Seasonal adjustments reduce the savings by about 1¢ per
gallon.

In 1976 it appears that the same pattern will be
repeated. Gasoline prices began increasing in April
when rapid increases in demand forced unanticipated
reductions in stocks. As a result, prices have already
increased by 2 to 3¢. Further increases are expected over
the next two months for two reasons. First, most refiners
have substantial sums of unrecouped costs which they can and
presumably will try to capture during the period of peak
gasoline demand. Second, small independent refiners whose
low prices until recently prevented most refiners from
establishing prices at maximum levels have had their costs
boosted substantially by FEA's adjustment in the EPCA man-
dated small refiner entitlement bias. The impact of the
increase will be felt primarily during the summer months



and should be gone by October or November. The effect of
such an increase would be to add as much as a .3 percent
increase in the CPI. In the worst case, a very tight
summer gasoline market might cause the CPI to increase

by .4 percent at the peak.

Wages. During the first quarter of 1976, first year
increases under major collective bargaining agreements were
about 10 percent overall. Compensation per man-hour for
private employees increased at an annual rate of 7.5 to
8.0 percent. The adjusted hourly earnings index increased
at a 7.7 percent annual rate during the first five months of
1976. These increases are 1.0 to 2.0 percentage points
below the CEA forecasts made in December 1975.

Thus far this year strike activity has been at a
relatively low level. The one important lengthy strike
has been among rubber workers who did not have, and now
seek, a COLA clause in their contract. Most of the
important contracts that terminate later this year have
COLA provisions. The lack of union militancy supports
the view that collective bargaining settlements will be
moderate this year.

With a rate of inflation of 5 to 6 percent, compensation
per man-hour is not likely to exceed our forecast for 1976
(9.5 percent) and there is a strong likelihood that it will
be one or two percentage points below this earlier forecast.
Because of the large number of major collective bargaining
agreements yet to come and the strength of the recovery,
we prefer at this time not to lower our estimated range
published in January. However, if current developments
continue for another month or two, a downward revision
would be warranted.

Summary. The combination of risks of further price
changes than predicted are as follows. Food prices are
as likely to fall short as to exceed the forecast based
on futures markets prices. Energy prices are more likely
to exceed, and wages to fall short, of the forecasts. Thus
the "upside risk" cannot much exceed another 0.5 percent
increase in the CPI beyond the 5 percent forecast.





































































































